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|. | @ estburne International 
| iva iy Industries Ltd. achieved 
\ improved revenues, earn- 
ings and cash flow for 
the year ended March 31, 1986,prior 
to a non-cash write down in the 
carrying value of assets employed 
by our petroleum industry divisions. 
Sales and operating revenues were 
$1,438.6 million compared with 
$1,288.5 million in the previous fis- 
cal year and net earnings before asset 
write downs which aggregated $69.9 
million, increased 65 percent to $15.5 
million from $9.4 million last year; 
earnings per common share were 
$1.48 compared with $0.90. Cash 
flow from operations was $34.7 
million, up from $30.0 million in 
the 1985 fiscal year. 
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After write downs, a loss of $54.4 
million was recorded which trans- 
lates into a loss per common share 
of $5.20. Shareholders’ equity was 
reduced to $176.2 million from last 
year’s $231.4 million, while per share 
equity declined to $16.85 from 1985’s 
22.13. 


The emphasis and investment that 
Westburne has made in the electri- 
cal and plumbing wholesale indus- 
try since 1963 and the recent levels 
of revenues and profits has resulted 
in this division being the principal 
business segment of the Company. 


The division had record revenues 
of $1.255 billion, up nearly 11 per- 
cent over last year’s $1.133 billion, 


which was also a record. Pre-tax, 
the division earned $31.0 million, 
which was 43 percent higher than 
last year’s $21.6 million, even though 
operations in the United States con- 
tinued to be unprofitable. The diver- 
sification of our services and product 
lines is an ongoing process and we 
now market sophisticated electronic 
and telecommunications products 
such as cellular telephone systems, 
advanced data retrieval equipment 
and satellite systems. We have also 
targeted Canada’s increasingly auto- 
mated industrial and manufactur- 
ing base with robotics, programma- 
ble logic controllers, photoelectrics 
and an industrial computer. 


However, our basic business still 
remains the sale of electrical, plumb- 
ing, heating and air conditioning 
products and to this end we agreed 
to acquire all of the assets of Frontier 
Commercial Refrigeration Ltd. effec- 
tive September 3, 1986. Frontier, 
with 14 locations in Ontario, is a 
leading heating, air conditioning, 
refrigeration and ventilation whole- 
saler. This acquisition will be bene- 
ficial for both parties as it will permit 
Westburne to round out its line of 
products and give Frontier the op- 
portunity to expand more rapidly 
throughout Canada. 


The spirit of optimism in the Cana- 
dian petroleum industry following 
the Western Energy Accord that we 
reported to shareholders last year 
continued through the first three 
fiscal quarters. However, commenc- 
ing in January 1986, a financially 


disastrous collapse in the world price 
of crude oil occurred as a result of 
the inability of the major producing 
nations to agree on an acceptable 
formula for limiting and sharing pro- 
duction in relation to the market 
available. The present low price for 
crude oil not only causes severe 
financial problems for the export- 
ing nations but adversely affects the 
financial stability of the petroleum 
industry worldwide. 


Asa result, there has been a large 
reduction in the industry’s explora- 
tion budgets and a further decrease 
in the drilling of new wells. In the 
United States, the number of dril- 
ling rigs working declined to the 
lowest level since record keeping 
began 45 years ago and, in Canada, 
a similar decline occurred after the 
active winter season. Many idle rigs 
are now available for sale or rental 
at extremely low prices. A realistic 
appraisal of Westburne’s drilling 
equipment in light of current eco- 
nomic conditions in the contract dril- 
ling industry indicated that the value 
at which it was carried on the books 
was too high and we therefore 
decided it should be written down 
by $45.6 million to an estimated pres- 
ent value as determined by manage- 
ment. In addition, our oil and gas 
reserves, when valued at the crude 
oil prices prevailing on March 31, 
1986, were worth less than their 
book value. In order to conform to 


accepted accounting principles we 
took a write-off of $31.5 million. 
Finally, to complete our adjustments, 
we wrote off an investment of $2.3 
million. A reduction of $9.6 million 
in the deferred taxes that we have 
set up reduced the net amount of 
these write-offs from $79.5 million 
' to $69.9 million. It is important to 
note that these write downs did not 
reduce cash flow from operations. 


Our two divisions in the petro- 
leum industry, taken together, had 
much improved operations in fiscal 
1986. Pre income tax, the net loss in 
these two divisions was reduced 

from $5.4 million to $0.5 million. 
However, these divisions face a dif- 
ficult task until the world price of 
crude oil rises to more realistic levels. 
During this period, all efforts will 
be directed to a reduction of costs 
to equate the expected reduction in 
revenues. It is our intention to main- 
tain the viability of these divisions 
to enable them to return to overall 
profitability when the petroleum 
industry comes back to more nor- 
mal economic times. 


Thecontemplated reorganization 
announced late last year which 
would have separated our three prin- 
cipal businesses into independent 
public companies will not proceed. 
The assumptions on which the reor- 
ganization was predicted are no 
longer valid largely due to the decline 
in value of the Company’s oil and 


(1) Net earnings in 1986 are those before write 
down of assets of $69.9 million. 
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Operating Revenues 

Net Earnings (Loss) 
Before write down of assets 
After write down of assets 

Earnings (Loss) per Common Share 
Before write down of assets 
After write down of assets 

Cash Flow © 

Working Capital 

Long-Term Debt 

Shareholders’ Equity 

Equity per Common Share 


gas related businesses following the 
fall in world oil prices since January 
1, 1986. 


We wish to acknowledge at this 
time the great contributions made 
by six of our directors to your Com- 
pany’s growth. Misses L: Cornez, 
W. J. Cummer, JZ Rimerman, J. P. 
Saillant, J. L. Thompson and D. W. 
Westcott, who are not standing for 
re-election, have in the aggregate 
served 68 years on the Board of 
Directors, several having been 
originally elected to serve when 
Westburne International Industries 
Ltd. was incorporated in 1969. Their 
broad business knowledge and wise 
counsel will be missed. In their new 
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1984. 1985) 1986 


Thousands of Canadian Dollars 
except per share data 


1986 1985 
$1,438,556 $1,288,537 
15,529 9,386 
(54,390) 9,386 
1.48 0.90 
(5.20) 0.90 
34,723 29,982 
161,617 157,482 
149,018 146,617 
176,203 231,422 
16.85 22.13 


role as honovirary directors, they 
will continue to serve in an advi- 
sory capacity to Westburne man- 
agement. 


J. A. Scrymgeour 
Chairman of the Board 


July 18, 1986 
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a estburne’s construction 
} equipment and supplies 

(ey distribution business 

| ™ achieved outstanding 
operating results in fiscal 1986. Reve- 
nues of $1.26 billion surpassed last 
year’s record performance of $1.13 
billion and pre-tax earnings rose to 
$31.0 million from $21.6 million one 


year ago. 


Westburne is the largest distribu- 
tor of electrical, electronic, plumbing, 
heating, waterworks, air condition- 
ing and telecommunications sup- 
plies in Canada with 233 branches 
from coast to coast. Our principal 
markets include the contracting 
trades, industrial, commercial and 
institutional users, utilities and gov- 
ernment agencies. 


Residential building and renova- 
tion activity experienced a strong 
turnaround in Canada last year. All 
types of housing showed improved 
start levels and dwelling starts over- 
all increased 23 percent represent- 
ing the busiest year for construc- 
tion since 1981. 


This upturn in construction activ- 
ity reflects improved economic con- 
ditions and lower interest rates 
which fostered a renewal of investor 
confidence in 1985. The industry 
was also impacted by tight rental 
markets, continued demand for con- 
dominium developments and in- 
creased investor interest in small- 
scale rental units following the 
$500,000 capital gains tax exemp- 
tion introduced by the Federal Gov- 
ernment last year. 


The continuation of strong eco- 
nomic growth and job creation in 
Ontario, which resulted in impor- 
tant net gains in interprovincial 
migration, culminated in a 35 per- 
cent increase in housing starts last 
year. House-building alsoimproved 
in Quebec, Nova Scotia and New 
Brunswick. 


To expand our services in these 
markets, Westburne opened 11 new 
branches and established a trans- 
portation and distribution centre at 
Mississauga. With its proximity to 
Eastern Canada’s large manufactur- 
ing base, the centre now consolidates 
shipments to our branches across 
Canada by geographical region and 
has resulted in improved service 
and reduced transportation costs. 


’ In the Western provinces, where 
housing starts recorded a modest 
increase last year, Westburne was 


one of the first distributors to iden- 
tify a trend away from large-scale 
housing developments to smaller 
custom-designed housing projects 
and an upswing in home renovation. 
To gain a foothold in this market, 
we launched a series of showrooms 
geared to consumers who person- 
ally select luxury bathroom fixtures 
for their homes. To date, the show- 
rooms have enabled us to broaden 
our customer base and have im- 
proved our sales performance in the 
West. 


The diversification of our services 
and product lines is an ongoing pro- 
cess and we now market sophisti- 
cated electronic and telecommuni- 
cations products such as cellular 
telephone systems, advanced data 
retrieval equipment and satellite 
systems. We have also targeted 
Canada’s increasingly automated 
industrial and manufacturing base 
with robotics, programmable logic 
controllers, photoelectrics and an 
industrial computer. 


A new trans- 
portation and 
distribution centre 
at Mississauga, 
Ontario (left), 
consolidates freight 
by geographical 
region for shipment 
to Westburne 
branches across 
Canada. 


Our operations in the United 
States currently distribute plumb- 
ing and heating supplies through 
30 branches in 15 states. A number 
of administrative changes were im- 
plemented last year to improve oper- 
ating efficiencies. Data processing 
and, most recently, purchasing func- 
tions were reorganized ona national 
level similar to our Canadian opera- 
tions and we concentrated our mar- 
ket activities in urban centres with 
strong industrial and residential con- 
struction activity. 


The United States offers enormous 
potential not only for the distribu- 
tion of plumbing and heating sup- 
plies but electrical and electronic 
products as well. We are commit- 
ted to further streamlining our oper- 
ations to achieve the long-term 
growth and profitability thatis attain- 
able in this market. 


Petroleum Industr 


Contract Drilling Services 


estburne operates 53 land 

rigs with depth capaci- 

ties varying from 3,000 

to 20,000 feet through its 
Canadian, United States and inter- 
national contract drilling operations. 
Standard drilling services are aug- 
mented by management and labour 
contracts, joint venture agreements, 
technical assistance contracts as well 
as classroom and on-site training 
programs. 


During fiscal 1986, higher rig uti- 
lization rates and improved oilfield 
equipment supply sales increased 
revenues to $160.0 million from 
$129.5 million one year ago while 
pre-income tax losses were sub- 
stantially reduced to $0.7 million 
from $9.6 million last year. 


The sharp decline in world oil 
prices since January 1986 and sub- 
sequent downturn in demand for 
contract drilling services prompted 
an assessment of the value of our 
oilfield drilling assets. Management's 
realistic appraisal of these assets dic- 
tated a write down in the value of 
these assets by $36.6 million (net of 
deferred income tax of $9 million). 


The majority of the write down 
was taken on deep drilling equip- 
ment as fourteen rigs in the 15,000 to 
20,000 foot range have been stacked 
since March 31, 1984. Because dril- 
ling assets are primarily depreci- 
ated according to the number of 
days worked, these rigs had retained 
high book values in excess of cur- 
rent values. 


In Canada, the continued em- 
phasis on oil exploration rather than 
deep drilling for natural gas im- 
proved demand last year for shallow 
to medium range equipment. West- 
burne’s Canadian fleet is concen- 
trated in the 3,000 to 14,500 foot 
depth capacity and we experienceda 
16 percent increase in operating days 
during fiscal 1986. Near-maximum 
rig utilization was achieved during 
the winter drilling season. However, 
the low crude oil prices has reduced 
demand in the current fiscal year. 
To assist the petroleum industry 
whose earnings and cash flow are 
severely impaired by these low crude 
oil prices, the Federal Government 
and the Provincial Government of 
Alberta have responded with roy- 
alty and tax credits to improve cash 
flow and introduced incentives such 
as the exploratory drilling assistance 
program to stimulate activity. 


The Alberta government has also 
implemented a development dril- 
ling assistance program to help the 
drilling, geophysical and service sec- 
tors this summer. The program will 
return 40 percent of the operator's 
costs on development and injection 
wells spudded on or before Sep- 
tember 30. The maximum allowed 
per well is $200,000 with no bene- 
fits payable on the first 1,300 feet of 
hole. The Canadian Association of 
Oilwell Drilling Contractors fore- 
casts that up to 100 more rigs could 
be employed over the summer 
months as a result of these incen- 
tives. 


Westburne has supplied contract 
drilling services to the Canadian 
petroleum industry since 1939 and 
has established a wide customer base 
ranging from junior oil producers 


up to and including major explora- 
tion companies. In the coming year, 
we will continue to reduce operating 
costs and emphasize our traditional 
strengths in safety and training 
which not only improve employee 
performance and service to our cus- 
tomers but minimize such high-cost 
expenditures as insurance premiums. 


In the international market, West- 
burne is one of the few Canadian 
contractors in operation. Our fleet 
of conventional and specialized dril- 
ling equipment is also augmented 
by technical assistance programs, 
labour management contracts and 
joint venture agreements. Revenues 
and earnings for the international 
division showed substantial im- 
provement during fiscal 1986 and 


we are currently active in the North 
Sea and the Middle and Far East. 


Demand for contract drilling ser- 
vices remained severely depressed 
in the United States last year. The 
oversupply of drilling equipment 


Weetburic'e large 
fleet 2 hen 


kept prices and profit margins 
down. During fiscal 1986, Westburne 
achieved a break-even cash flow 
position in our United States opera- 
tions. Although staff levels were 
reduced, we have retained our core 
of key operating personnel. 


We will continue our efforts 
throughout our Canadian, United 
States and international fleets to con- 
tain costs and improve operating 
efficiencies. Staff reductions have 
been implemented and a number 
of long service employees, whose 
careers with Westburne span 25 to 
35 years, have taken early retirement. 
We salute their hard work and dedi- 
cation to the Company. Weare con- 
fident that, with our long and suc- 
cessful background in this industry, 
demand for our services will once 
again rebound when oil prices return 
to a more profitable level. 


Oilfield Equipment and Supplies 


Westburne’s oilfield equipment 
and supplies division distributes 
more than 12,000 products to oil 
and gas exploration and produc- 
tion companies, oilwell drilling con- 
tractors and the petrochemical pro- 
cess industry through nine branches 
across Canada and an export opera- 
tion based at Houston, Texas. 


Two new branches were opened 
last year to service heavy oil explo- 
ration and development activity in 
northeastern Albertaandanupturn 
in shallow gas drilling in southwest- 
ern Saskatchewan. Demand for oil 
production equipment remained 
strong throughout Western Canada 
particularly inSaskatchewan where 


government incentives have been 
implemented since 1982 to encour- 
age exploration for new oil. How- 
ever, during the first quarter of 1986, 
the market began to suffer from 
extreme competition. 


Revenues for these operations 
increased during the year ended 
March 31, 1986, although earnings 
were down slightly from last year’s 
performance. Sales efforts are now 
being directed towards marketing 
production maintenance and re- 
placement supplies to offset reduced 
demand from drilling contractors. 


Established in 1946, this division 
has developed a long standing rep- 
utation for quality products and ser- 
vice and is the largest Canadian 
owned business in its field. Despite 


the forecast for lower activity levels 
in the Canadian petroleum industry, 
depressed conditions in the past 
have served to direct attention to 
the more mature, financially stable 
companies and we are confident of 
opportunities ahead. 


The oilfield equipment and sup- 
plies division has achieved consis- 
tent revenue growth during the past 
four years and we will consider 
acquisition prospects to expand this 
business segment in the coming 
year. 
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ga my estburne’s exploration 
\ By and development pro- 
Way We grams were focused on 
'- -. crade’ oil prospects, in 
Western Canada during fiscal 1986 
while a modified drilling program 
was maintained in the United States. 
The division participated in a total 
of 126 wells resulting in 74 oil and 
21 natural gas wells and 31 dry holes 
for a success ratio of 75 percent. 


Proven and probable reserves at 
year end totaled 9.1 million barrels 
of oil and natural gas liquids and 
54.4 bef of natural gas. Proven and 
probable crude oil and natural gas 
liquids reserves increased by .70 
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million barrels over last year while 
natural gas reserves increased by 
4.4 bef. 


The dramatic fall in world oil prices 
that occurred during the final quar- 
ter of our fiscal year coupled with 
lower gas sales and higher operat- 
ing and administrative costs had an 
adverse impact on financial results. 
Revenues for the year ending March 
31, 1986 of $29.1 million were down 
slightly from last year’s $30.7 million. 
Cash flow decreased 16.3 percent 
to $11.3 million and net earnings 
before income tax and minority inter- 
est were $0.2 million compared with 
$4.2 million one year ago. 


In line with Company policy and 
generally accepted accounting prin- 


ciples, the carrying value of our 
investment in oil and gas proper- 
ties was written down to the esti- 
mated present value of future net 
revenues as determined by inde- 
pendent reservoir engineering re- 
ports as at March 31, 1986 based on 
prices in effect at that date. The 
write down, amounting to $31.5 
million, was recorded as an increase 
in accumulated depletion. 


A rationalization of the industry 
is currently underway and we expect 
that this will present certain acquisi- 
tion or consolidation opportunities 
in which Westburne will be able to 
participate. Tighter economics will 


Exploration and 
development 
activity was 
concentrated in 
Western Canada 
during fiscal 1986 
while a modified 
drilling program 
was maintained 


require a renewed focus on lower- 
ing finding and operating costs in 
order to remain financially stable 
during this period of recession. 


In the coming year, exploration 
will continue to be our main thrust 
to expand our long term oil and gas 
reserves. We will direct a majority 
of our available cash flow toward 
carefully chosen land purchases, 
farm-ins and reserve acquisitions. 
However, cash flow available for 
the foregoing activities will be im- 
paired if world oil prices remain at 
current low levels. 


We have recently made progress 
in improving our natural gas pro- 
duction and marketing operations. 
A new gas production facility was 
opened at Turner Valley in June 
1985 and the Quirk Creek plant, 
which is normally shut-in during 
the spring and summer months, is 
on-stream for this period in fiscal 
1986. 


Last November, the Federal Gov- 
ernment and the Provincial Govern- 
ments of Albertaand Saskatchewan 
executed an agreement on natural 
gas marketing and pricing to pro- 
vide for direct sales at prices freely 
negotiated between producers and 
distributors or large industrial users. 
In order to respond to this environ- 
ment and an increasingly complex 
natural gas industry, Westburne’s 
oil and gas division has become a 
founding member in a privately 
incorporated company known as 
Direct Energy Marketing Ltd. The 
company purchases gas from its 
shareholders and third parties for 
re-sale to pipelines, gas utilities, 


in the United 
States. 


industrials and other customers in 
Canada and the United States. It 
offers a complete range of natural 
gas supply including spot, short or 
long term service and will arrange 
transportation to the customer’s 
delivery point in Canada or the 
United States. 


The direct sales concept has pro- 
vided a vehicle through which non- 
contracted reserves can be marketed. 
In order to maintain gas sales reve- 
nue if prices decline after the Novem- 
ber 1, 1986 deregulation, Westburne 
is making every effort to commence 
production from those shut-in wells 
that can be profitably produced after 
taking into consideration the capi- 
tal investment required to process 
and deliver the gas to a transmis- 
sion system. 


Alberta 


mg Fenn West: Westburne has a 47.5 
percent interest in a Leduc oil well 
producing at rates averaging 150 
barrels of oil per day. The well has 
produced over 45,000 barrels since 
coming on stream in July 1985. 


gw Pembina/Rose Creek: The divi- 
sion has a 15.6 percent working inter- 
est ina Lea Park oil well which pro- 
duced at rates as high as 250 barrels 
of oil per day in 1985. Westburne 
also participated in two dual zone 
gas wells and in completion of an 
existing marginal producer in an 
up hole gas horizon. The Company 
anticipates that a gas plant will be 


constructed in this area and that 


natural gas sales will begin in the 
third quarter of our current fiscal 
year. Westburne has varying inter- 
ests in 17,000 acres in this area. 


mw Lochend: Development drilling 
continued in the Cardium Sand oil 
pool. Westburne participated in ten 
wells and now has an interest in 40 
wells along the trend. A gas gather- 
ing system designed to strip liquids 
and conserve natural gas was com- 
pleted during the year. Gas sales 
are expected to commence this year. 


m Grande Prairie: The division par- 
ticipated in three oil completions in 
this Halfway Sand Pool and now 
has an interest in 16 wells capable 
of production. Unitization discus- 
sions are proceeding with the intent 
of re-injecting natural gas into the 
reservoir. 


mw Wembley: A well in this area of 
northwest Alberta tested natural gas 
at rates up to 6.4 million cubic feet 
per day from three separate hori- 
zons. Westburne has a 50 percent 
working interest in this prospect 
and anticipates that an offset well 
will be drilled during the year. 


The division also participated in 
oil development ventures in the 


Crossfield East, Willesden Green and 
Boundary Lake pool areas. Natural 
gas reserve additions were made in 
the Spurfield, Worsley Armada, 
Provost-Monitor and Medicine River 
areas during the year. 


Saskatchewan 


m Workman: Westburne has a 25 
percent working interest in two 
Midale oil wells drilled during the 
year. Each well has the capability to 
produce in excess of 75 barrels of oil 
per day. Three more wells could be 
drilled in this pool extension dur- 
ing the current year. 


w Southeast: The division participa- 
ted in new oil wells in the Workman 
East and Queensdale areas and con- 
tinued development of oil proper- 
ties in the Steelman area where three 
wells were drilled. Two develop- 
ment oil wells were drilled on the 
Storthoaks property. 


mw Southwest: Two upper Shauna- 
von oil wells were drilled in the 
Butte-Gull Lake South Pool area 
(15-25 percent interest) and further 
development is anticipated in the 
coming year. 


British Columbia 


mw Peejay: The Company has a 50 
percent interest before payout in 
an oil well drilled offsetting the 
Peejay Halfway pool. This well 


flowed at rates of 75 barrels of oil 
per day and will be put on produc- 
tion as soon as an all-weather lease 
road can be built. The Company 
anticipates further Halfway oil 
prospects will be drilled during the 
coming year due to royalty holiday 
concessions received from the 
Government of British Columbia 
during 1985. 


mw Stoddart: Westburne participated 
as to a 16.7 percent working inter- 
est in a Belloy gas well offsetting 
the Stoddart field. 


United States 


Westburne participated in 18 wells 
which resulted in 11 successful devel- 
opment and two exploratory wells 
and five dry holes. Seven of the 
development wells were gas com- 
pletions in the Medina sands of 
northwest Pennsylvania while the 
remaining four were oil producers 
in the Williston Basin of Montana 
and North Dakota. Both exploratory 
successes were on the 72,000-acre 
Prothro Ranch block in Cimarron 
County, Oklahoma. 


Westburne will drill two develop- 
ment wells in the Cimarron County 
block in the coming year and has a 
50 percent working interest until 
payout with interests varying from 
19 to 50 percent in future wells drilled 
in this project. The Company will 
also participate in four exploratory 
wells in Hardeman County, Texas. 
The total budgeted drilling expendi- 
tures in the United States for fiscal 
1987 will be approximately one-third 
of fiscal 1986 in light of the recent 
drop in oil prices. 


Results of Oper 


Results of Operations 


In the year ended March 31, 1986 
the Company wrote down the value 
of assets by $69.9 million, net of 
deferred income tax of $9.6 million. 
The majority of such assets are 
employed in the contract drilling 
and oil and gas operations of the 
Company. The write down of assets 
is the result of the depressed eco- 
nomic condition of energy-related 
industries. Due to low crude oil 
prices at March 31, 1986, the over- 
supply of drilling equipment dur- 
ing the last few years and the lack 
of demand (with no foreseeable 
improvement) for deep drilling ca- 
_ pacity equipment, the Company 
considered it necessary to record 
the impairment in the value of these 
assets. 


As a result of these write downs 
the Company recorded a loss of $54.4 
million in fiscal 1986 compared with 
net earnings of $9.4 million in 1985 
and $8.8 million in 1984 and a resta- 
ted loss of $1.9 million in 1983 (the 
restatement for fiscal 1983 and prior 
years is the result of a retroactive 
change to the country-by-country 
full cost method of accounting in 
respect of the Company’s oil and 
gas activities). Before the 1986 write 
down of assets, the Company had 
net earnings of $15.5 million for the 
fiscal year, an increase of $6.1 mil- 
lion over 1985, and net earnings 
per common share of $1.48, com- 
pared with $0.90 in 1985 and $0.84 
in 1984, respectively. The increase 
in 1986 is principally attributable to 
improved earnings in the construc- 
tion equipment and supplies division 
and reduced losses in the contract 


drilling segment of the petroleum 
industry services and supplies 
division. 

Cash flow from operations in- 
creased to $34.7 million in fiscal 1986 
from $30.0 million in 1985, $24.7 
million in 1984 and $28.9 million in 
1983, compared with $42.7 million 
in 1982. The write down of assets in 
fiscal 1986 did not reduce cash flow 
from operations. The decreases in 
fiscal 1983 and fiscal 1984 were due 
to decreased activity in the petro- 
leum industry services and supplies 
division and (in fiscal 1983) to de- 
creased revenues in the construction 
equipment and supplies division. 


The increase in earnings in fiscal 
1985 was primarily the result of 
substantially reduced losses before 
income taxes in the United States 
segment of the construction equip- 
ment and supplies division. The 
improvement in the operations of 
this segment was due principally to 
higher gross margins, together with 
a reduction in selling, general and 
administrative costs. Earnings before 
income tax in the oil and gas division 
decreased during fiscal 1985 due to 
increased depletion resulting from 
increased capital expenditures dur- 
ing the year. The petroleum industry 
services and supplies division ex- 
perienced increased losses in fiscal 
1985 from those of 1984 mainly as a 
result of the write-off of along term 
receivable. 


The increase in earnings in fiscal 
1984 was principally attributable to 
a $10.6 million write down of oil 
and gas properties in 1983 on restate- 
ment to the country-by-country full 
cost method of accounting. Earn- 
ings before restatement increased 
only slightly from the prior year. 


Two divisions, the construction 
equipment and supplies division and 
the oil and gas division, had signifi- 
cant increases in earnings, which 
were offset by a decline in earnings 
in the petroleum industry services 
and supplies division. 


The decline in earnings in 1983 
was attributable to several factors, 
the most significant of which were: 
a sharp decrease in earnings from 
Canadian operations and increased 
loss from United States operations 
in the construction equipment and 
supplies division; reduced earnings 
in the petroleum industry services 
and supplies division resulting from 
losses in the Canadian and United 
States operations; a $2.3 million pro- 
vision for a loss on an investment 
in an affiliated company; and the 
above mentioned $10.6 million write 
down of oil and gas properties on 
restatement to country-by-country 
full cost. 


Revenues in fiscal 1986 were $1.44 
billion, an increase of 12% over rev- 
enues of $1.29 billion in 1985, when 
revenues had also increased by 12%. 
Revenues in the construction equip- 
ment and supplies division increased 
$121.9 million in fiscal 1986 and 
$125.1 million in 1985 due to increases 
in volume and prices in the Canadian 
and (in 1985) United States segments 
of operations; revenues decreased 
$18 million in the United States seg- 
ment during fiscal 1986 due primar- 
ily to the closing of several branches 
late in fiscal 1985. 


The petroleum industry services 
and supplies division revenues in- 
creased by $30.5 million, or 23.5%, 
in fiscal 1986 compared with an 8.8% 


increase in 1985 and a 17% decrease 
in 1984 (such decrease occurring 
principally in the contract drilling 
segment). The increase in 1986 reve- 
nues of this division was attribut- 
able to all segments thereof except 
United States contract drilling, the 
revenues of which declined 24.9%. 
Activity in the United States con- 
tract drilling segment decreased to 
20% of available rig capacity in fis- 
cal 1986 from 27% in fiscal 1985 and 
1984, 34% in 1983 and 83% in 1982. 
The Canadian and international con- 
tract drilling operations realized rev- 
enue increases of 23.8% and 63.4%, 
respectively, in fiscal 1986 over fiscal 
1985. The increase in 1985 revenues 
of the petroleum industry services 
and supplies division was attribut- 
able to all segments thereof except 
international drilling, the revenues 
of which had continued to decline 
to $12.4 million from $19.7 million 
in 1984, $44 million in 1983 and $76 
million in 1982. All contract drilling 
operations in 1986 and 1985 contin- 
ued to be affected by the world- 
wide oversupply of equipment and 
depressed prices in the industry. 
The oilfield supplies segment of this 
division realized an increase in rev- 
enues of over 25% in fiscal 1986, 
compared with increases of 14% and 
17% in fiscal 1985 and 1984, respec- 
tively. However, the present de- 
pressed economic condition of the 
petroleum industry in Western Can- 
ada could impact adversely on the 
current year’s operations of this 
segment. 


Revenues of the oil and gas divi- 
sion declined slightly in fiscal 1986 
due to lower gas production during 


the year, after increasing 11% in 
fiscal 1985 due to increased prices 
and production. Oil and gas reve- 
nues were not severely affected in 
fiscal 1986 by the significant drop 
in oil prices from January to March 
of this year, but if the low prices 
currently being paid for crude oil 
continue, the oil and gas division’s 
revenues will be substantially de- 
creased in the current fiscal year. 


Cost of sales was $1.18 billion in 
fiscal 1986 (up 11%) compared with 
$1.06 billion in 1985 (up 12%) and 
$945.8 million in 1984 (up 8%). Cost 
of sales in the construction equip- 
ment and supplies division increased 
10.6% over 1985 compared with an 
increase of 12% in 1985 over 1984. 
The increase in both years was pro- 
portionate to the increase in reve- 
nues so that gross margins have 
been more or less constant. The cost 
of sales of the Canadian and United 
States contract drilling segment 
decreased 3% over 1985 in contrast 
toa net increase in revenues of 9.6% 


which resulted in higher gross mar- 
gins for the year of $5.2 million, 
compared with gross margins which 
increased $1.5 million in 1985 over 
1984. The gross profits of this seg- 
ment decreased $6.9 million in fis- 
cal 1984, mainly as the result of a 
reduction of revenues caused by 
reduced activity and lower prices 
without a comparable offsetting 
reduction in cost of sales for that 
year. The cost of sales in the inter- 
national contract drilling segment 
increased $6.0 million in fiscal 1986 
over 1985, or 50.5%, compared with 
a decrease of $4 million (25%) the 
previous year; the increase in 1986 
was 13% lower than the increase in 
revenues for the year. The increase 
in cost of sales of the oilfield supplies 
segment in 1986 was 25.4% com- 
pared with a 24.9% increase in 
revenues, resulting in slightly lower 
gross margins for the year due toa 
higher volume of sales of lower 
markup products. Gross margins 
in this segment had remained con- 
stant during the three prior fiscal 
years. Cost of sales in the oil and 
gas division increased 10.3% in 1986 
and 16% in 1985 asa result of higher 
production costs. 


Selling, general and administra- 
tive expenses increased $21 million 
(12.8%) in fiscal 1986 compared with 
an increase of $9.9 million (6%) in 
fiscal 1985. The increase in both years 
is mainly attributable to the con- 
struction equipment and supplies 
division and is related to additional 
staff and costs necessitated by the 
increased volumes of sales. Selling, 
general and administrative expenses 


in 1986 also increased in the oilfield 
supplies segment as a result of 
increased volume of sales. 


Depreciation and depletion for fis- 
cal 1986 increased $0.9 million, or 
4%, compared with a 16% increase 
in 1985 and a 26% decrease in 1984. 
Depreciation in the construction 
equipment and supplies division 
increased $0.5 million in fiscal 1986 
due to the addition of warehouse 
facilities and a new $6 million distri- 
bution centre near Montreal. Depre- 
ciation in the petroleum industry 
services and supplies division is 
largely provided onan activity basis 
_ on contract drilling equipment and 
was approximately the same for fis- 
cal 1986, 1985 and 1984, reflecting 
the reduced activity overall in the 
contract drilling operations. In fis- 
cal 1986 the oil and gas division’s 
depreciation and depletion (pro- 
vided since fiscal 1984 on a unit of 
production method on a country- 
by-country basis) increased $0.3 mil- 
lion compared to an increase of $2.1 
million in 1985 and a decrease of 
$3.4 million in 1984. With the write 
down of oil and gas properties in 
fiscal 1986 the depletion base will 
be reduced and depletion provided 
will accordingly be reduced in the 
future. 


Interest expense decreased $1 mil- 
lion in fiscal 1986 after an increase 
of $5.4 million in 1985 and a decrease 
of $7.4 million in 1984. Although 
short and long term borrowings 
increased in 1986, the additional 
interest related thereto was more 
than offset by the decline in inter- 


est rates for the year. The increase 
in 1985 was attributable mainly to 
increased borrowings in the con- 
struction equipment and supplies 
division incurred to finance the 
increased sales in the year and to 
slightly higher interest rates during 
the year. This compares with re- 
duced borrowings and reduced rates 
applicable through most of fiscal 
1984 and 1983. 


Interest and other income in fis- 
cal 1986 was $8.3 million compared 
with $2.7 million in 1985 and $4.8 
million in 1984. The increase in 1986 
was mainly the result of a $2.4 mil- 
lion increase in interest income in 
the construction equipment and 
supplies division on short term 
deposits. Included in 1985 are losses 
on the write off of along term receiv- 
able of $2.2 million and the write 
down of $1 million of an invest- 
ment in an affiliated company, off- 
set by an insurance recovery of $1.7 
million relating to the termination 
of an international drilling contract. 


Net earnings of $15.5 million 
before the write down of assets in 
fiscal 1986 were after a provision 
for income taxes of $12.4 million, 
net earnings of $9.4 million in 1985 
were after a provision for income 
taxes of $5.6 million, and in 1984 
net earnings were $8.8 million after 
income tax of $4.5 million. See Note 
13 of the Notes to the Company’s 
Consolidated Financial Statements 
which provides detailed informa- 
tion on income tax expense. Income 
tax on Canadian earnings of the 
Company is expected to increase in 
fiscal 1987 with the elimination of 
the inventory inflation deduction 
and the imposition of an additional 
surtax. 


Financial Condition and Liquidity 


At March 31, 1986 working capi- 
tal increased to $161.6 million from 
$157.5 million at March 31, 1985, 
$147.5 million at March 31, 1984, 
$142.5 million at March 31, 1983 and 
$79.9 million at March 31, 1982. The 
current ratio was 1.49 to 1 at March 
31, 1986, 1.54 to 1 at March 31, 1985 
and 1.56 to 1 at March 31, 1984. The 
ratio of long term debt to equity 
increased to 0.84 to 1 compared with 
0.63 to 1 at March 31, 1985 and 0.60 
to 1 at March 31, 1984. The increase 
in the long term debt to equity ratio 
is the result of the $69.9 million net 
write down of assets in fiscal 1986. 


During the 1985 fiscal year the 
Company’s construction equipment 
and supplies division converted $70 
million in principal amount of long 
term bank loans with a repayment 
schedule to a revolving term-loan 


with no current repayment require- 
ments. Also, a revolving demand 
operating loan of the oil and gas 
division in the principal amount of 
$6.7 million was reclassified as a 
revolving long term loan with no 
repayment requirements. At March 
31, 1986 the Company had unused 
lines of credit with financial institu- 
tions in excess of $190 million. 


The 9.90% Senior Notes, issued 
by the Company’s petroleum in- 
dustry services and supplies subsid- 
iary are unsecured but contain vari- 
ous covenants restricting the pledg- 
ing of assets, the ratio of debt to 
equity, the level of minimum work- 
ing capital, the maximum amount 
of short term borrowings ina twelve 
month period, the issuance of addi- 
tional long term debt and the pay- 
ment of dividends, or the making 
of loans or advances, to the parent 
company. As a result of the write 
down of its contract drilling assets 
the petroleum industry services and 


supplies subsidiary is unable, by 
reason of such covenants, to incur 
additional long term debt, pay any 
dividends or invest in any property 
except property used in the ordi- 
nary course in the conduct of its 
business. The covenants and restric- 
tions are only applicable to the petro- 
leum industry services and supplies 
subsidiary (the net assets of which 
for purposes of said covenants are 
valued at approximately $25.3 mil- 
lion, representing approximately 
14% of the Company’s consolidated 
net assets at March 31, 1986) and 
do not apply to the assets of West- 


burne’s other operations. Inthe opin- _ 


ion of management, these restric- 
tions do not have a material effect 
on the overall liquidity of the Com- 
pany since the other subsidiaries in 
the aggregate generate substantial 
cash flow and are not adversely 
affected by any such restrictions. 


Reference is made to Note A of 
the Supplemental Financial Infor- 
mation to the Consolidated Finan- 
cial Statements for a reconciliation 
of the financial data to United States 
generally accepted accounting prin- 
ciples and for a discussion of the 
differences between Canadian and 


United States generally accepted 
accounting principles which are 
applicable to the Company’s finan- 
cial statements. 


Inflation and Changing Prices 


Virtually all of the revenues and 
costs of the Company are affected 
by inflation, and the Company is 
continually seeking ways to cope 
with its impact. In general, to the 
extent permitted by competitive 
factors, the Company passes on 
increased costs by gradually increas- 
ing sale prices. However, the Com- 
pany has not prepared a detailed 
analysis of the effect of inflation on 
operations and is, therefore, not in 
a position to quantify the impact of 
the same. Revenues, costs and the 
current value of reserves in place 
fluctuate with inflationary trends 
and market conditions. The real 
value of the funds borrowed to 
acquire or develop these reserves 
declines on a relative basis during 
inflationary periods. 


Westburne International Industries Ltd. 
and subsidiary companies 


Consolidated Balance Sheet 


(Thousands of Canadian Dollars) 


ASSETS 
March 31, 


Current assets 
Cash and short-term deposits 
Accounts receivable 
Inventories 
Prepaid expenses and consumable supplies 


Investments (Note 2) 


_ Fixed assets, at cost (Notes 3 and 4) 
Less accumulated depreciation and depletion 


Other (Note 5) 


LIABILITIES 


” Current liabilities 


Bank loans, secured (Notes 6 and 7) 
Accounts payable 

Income taxes payable 

Dividends payable 

Long-term debt due within one year 
Deferred income taxes 


Long term debt, less amount due within one year (Notes 6 and 8) 


_ Deferred income taxes 
Minority interest (Note 9) 


Unamortized deferred foreign currency translation loss (Notes 1(c) and 4(a)) 


SHAREHOLDERS’ EQUITY 


Common shares (Note 10) 
Contributed surplus 
Retained earnings (Note 11) 


Cumulative foreign currency translation adjustment (Note 1(c)) 


Signed on behalf of the Board 


yo 


, Director 


, Director 


1986 1985 

$ 33,131 $ 25,389 
221,136 207,072 
226,947 206,817 
7,652 8,598 
488,866 447,876 
7,353 9,596 
396,299 368,477 
238,372 154,149 
157,927 214,328 
5,485 6,452 
$659,631 $678,252 
$148,870 $125,912 
166,677 157,118 
4,620 353 
523 523 
6,559 6,570 
cae (82) 
327,249 290,394 
149,018 146,617 
4,807 16,257 
10,137 9,956 
(7,783) (16,394) 
483,428 446,830 
90,589 90,589 
5,326 5,326 
74,915 131,358 
5,373 4,149 
176,203 231,422 
$659,631 $678,252 
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Year Ended March 31, 


Operating revenues 
Construction equipment and supplies 
Petroleum industry services and enpptce 
Oil and gas production ; 


Costs and expenses 
Cost of sales 
Construction equipment and supplies 
Petroleum industry services and supplies 
Oil and gas production 
Depreciation and depletion 
Selling, general and administrative 


Earnings from operations _ 
Other dis ace and revenues Noe 12)_ 


Income taxes (Note 13) 
Current 
Deferred 


ee ik 


Earnings before minority interest and write down of aeeees 
Minority interest 


Earnings for the year before write down of assets 
Write down of assets (Note 4) i 
Drilling assets (net of deferred income tax of $9, 030 000 
Oil and gas properties 
Investment (net of deferred income ves of $554, 000) 


Net earnings (loss) forthe year 


Earnings per common share before write down of assets 
Earnings (loss) per common share 


Common shares outstanding 


I Position 


1986 


$ 16,830 
20,303 
(1,619) 

(791) 


34,723 
(14,064) 
(20,130) 


946 
13,908 


15,383 


(31,363) 
2,193 
(66) 
(580) 
(30,897) 
(15,514) 


1,468 
922 


(2,092) 


(15,216) 
(100,523) 


$(115,739) 


os 


(1,081) 


2,390 


1985 


$ 10,663 
19,442 
(3,036) 

2,913 


29,982 


(29,558) 
(10,795) 
362 
17,727 


7,718 


(32,427) 
2,963 
511 
(1,132) 
(1,992) 


(32,077) 
(24,359) 


956 
3,267 


4,223 
(2,092) 


(22,228) 
(78,295) 


$(100,523) 


1984 


$ 9,938 
16,791 
(2,864) 

802 


24,667 


(1,843) 

(21,410) 

(237) 
11,336 


12/513 


(14,204) 
3,086 
337 
(1,088) 
(2,361) 


(14,230) 
(1,717) 


5,972 
1,628 


7,600 
(2,614) 


3,269 
(81,564) 


$(78,295) 
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Westburne Internation! In 
and subsidiary companies 


Consolidated Stat 


(Thousands of Canadian Dollars) 


Year Ended March 31, 


Balance at beginning of year 


Add (deduct) Ae ane 
Net earnings (loss) for the year fen ac 
Change of minority interest in subsidiary companies 
Dividends — common shares ae 


Balance at end of year 


Auditors’ Report 


The Shareholders 
Westburne International inductee Le 


March 31, 1986 and 1985 and the results o its Sree 
years in the period ended March 31, 1986 in accordance w 
for the change in the Bi of AC OU: 
basis. 


Calgary, Alberta 
June 11, 1986 


ional industries Ltd. 


eq >ment and supplies 


y services and supplies 


oloration and production | 


CONTRIBUTION 


and minority interest) (1) 


ment and supplies 


y services and supplies 


ion id production 


1986 


$1,114,272 
140,937 


1,255,209 


37,775 

9,463 
20,272 
92,482 


159,992 


22,686 
6,422 


29,108 


(5,753) 
$1,438,556 


1986 


$ 35,096 
(4,127) 


30,969 


(355) 
(2,165) 
1,051 

747 


(722) 


1,234 
(787) 
(252) 


195 
(1,174) 


29,268 
(79,503) 


$ (50,235) 


1985 


$ 974,404 
158,938 


1,133,342 


30,515 
12/592 
12,405 
74,024 


129,536 


23,998 
6,690 


30,688 


__ 6,029) 
$1,288,537 


1985 


$ 24,232 
(2,636) 


21,596 


(2,970) 

(6,658) 

(824) 
854 


(9,598) 


4,972 
(739) 
(11) 


4,222 
3 
16,223 


SS LG, 225 


1984 


$ 862,609 


145,615 
1,008,224 


24,095 
10,572 
19,754 
64,627 


119,048 


22,105 
5,488 


DST) 


(2,745) 
$1,152,120 


1984 


$ 25,508 
(9,066) 


16,442 


(2,263) 

(5,384) 

(545) 
270 


(7,922) 


7,924 
(1,906) 
(82) 


5,936 
(41) 
14,415 


$ cee 


1983 


$ 786,532 
127,062 


913,594 


25,427 
18,556 
43,995 
55,245 


143,223 


20,602 
4,989 


25,991 


(4,747) 
$1,077,661 


1983 
(Restated) 


$ 9,758 
(8,602) 


1,156 


(1,762) 
(2,284) 
7,216 

(578) 


pais Pa 


6,581 
(10,665) 
(4,090) 


(8,174) 
(2,218) 


(6,644) 


(6,644) 


1982 


$ 897,026 
143,782 


1,040,808 


31,659 
54,557 
75,981 
80,563 


242,760 


15,148 
5,305 


20,453 


(11,140) 
$1,292,881 


1982 
(Restated) 


$ 28,558 
(4,402) 


24,156 


3,264 
14,602 
(12,356) 
4,401 


DON 


1,994 
(4,590) 
(3,572) 


(6,168) 
146 
28,045 


$ 28,045 


interest and corporate general and administrative expenses to industry segments because it believes ha this allocation best reflects the 
omous menepement of ae 
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Westburne International Ind 
and subsidiary companies ~ 


Consolidated Bu 


(Thousands of Canadian Dollars) 


ASSETS EMPLOYED 


Year Ended March 31, 


Construction equipment and supplies 
Canada 
United States 


Petroleum industry services and supplies 


(Note 4(a)) 
Contract drilling 
Canada 
United States 
International 
Oilfield supplies 


Oil and gas exploration and production 
(Note 4(b)) 
Canada 
United States 
International 


Intersegment and corporate items 
(Note 4(c)) 


CAPITAL EXPENDITURES 


Year Ended March 31, 


Construction and equipment Poe 
Canada 
United States 


Petroleum industry services and supplies 


Contract drilling 
Canada 
United States 
International 

Oilfield supplies 


Oil and gas exploration and production 
Canada 
United States 
International 


Intersegment and corporate items 


hones 


$ 397,808 


71,623 


469,431 


— $ 659,631 


10,011 
j 88 
$ 19,442 


1,728 


1378. 


1192 
148 


4,646 


b,o02 
2OB7, 


7,896 
83 
o. 16,791 


Sep dew 


1983 


$ 3,564 
336 


3,900 


1,663 
2,093 
3,449 

155 


7,360 


6,997 
Dy 207. 
1,061 


11,295 
94. 
$522,649 


$ 


1982 


3,590 
248 


3,838 


1,584 
3,108 
5,969 

162 


10,823 


6,594 
3,657 
739 


10,990 
105 
25,756 
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Westburne International Industries Lid. 
and subsidiary companies 


Notes to the Consolidated Financial Statements 


March 31, 1986 and 1985 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


(a) 


(c) 


(f) 


The consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles. The statements include the accounts of Westburne International Industries Ltd. (“Westburne”) and all 
subsidiary companies (collectively called for the purposes of these notes, the “Company”). Eliminated on consolidation 


are 1,237,960 common shares of Westburne owned by subsidiaries and carried at a cost of $2,274,000. All material 


intercompany transactions have also been eliminated. 


The Board of Directors has determined that the Company’s operations can be divided into three business segments as 


follows: 

(i) Wholesale distribution of construction equipment and supplies (plumbing, heating and electrical products). 
(ii) Petroleum industry services and supplies (contract drilling and oilfield supplies). 

(iii) Oil and gas exploration and production. 


For details see consolidated business segments information, which is an integral part of these financial statements. 


Effective April 1, 1984 the Company implemented a change in its foreign currency translation policy in accordance with — 


new recommendations of the Canadian Institute of Chartered Accountants; prior years were not restated. 


Under the new policy assets and liabilities of self-sustaining foreign subsidiaries are translated at exchange rates 
prevailing at the balance sheet date. Income and expenses are translated at average exchange rates prevailing during the 
year. Gains and losses on translation are deferred and included as a separate component of shareholders’ equity. 


Non self-sustaining (integrated) foreign subsidiary operations and foreign denominated assets and liabilities of Canadian 
subsidiary operations are translated into Canadian dollars at exchange rates prevailing at the balance sheet date for 
monetary items and at exchange rates prevailing at the transaction date for non-monetary items. Exchange gains or losses 


are included in the determination of net earnings except for unrealized gains or losses on long-term monetary items 


which are deferred and amortized over the remaining terms of the related items. Income and expenses, except 
depreciation and depletion, are converted at average exchange rates for the year. 


For fiscal years prior to April 1, 1984, foreign subsidiary financial statements were translated as follows: current assets, 
current liabilities and long-term debt at exchange rates prevailing at the balance sheet date, non-current assets and other 
liabilities at the exchange rates prevailing on the dates when acquired or incurred, and income and expenses, except 
depreciation and depletion, at the average exchange rate for the year. Unrealized foreign currency translation gains or 
losses were excluded in determining net earnings for the year. 


For the year ended March 31, 1986 unrealized foreign currency translation losses, which resulted mainly from the 
translation of fixed assets of certain foreign subsidiaries at historical rates, have been charged to earnings as part of ag 
write down of assets. (See Note 4). 


Inventories are valued at the lower of cost (first-in, first-out) or net realizable value. 
The Company follows the country-by-country full cost method of accounting with respect to its oil and gas activities. 


Costs capitalized include land acquisition costs, geological and geophysical expenditures, costs of drilling productive and 
non-productive wells and overhead related to exploration and development activities. 


Costs capitalized are being depleted on a unit of production method based on estimated proven reserves by country, as 
determined by independent engineering reports. For purposes of the depletion calculation, natural gas reserves and 
production are converted to equivalent volumes of crude oil based on the approximate relative energy content of each 
product where applicable. No depletion is provided on costs capitalized in a country until reserves are proven and 
production commences in that country. Capitalized costs of leases and permits abandoned in countries with no proven 
reserves are written off to earnings in the year of abandonment. 


The Company employs a ceiling test annually whereby capitalized costs are written off if they exceed the present values of 
future net revenues from estimated production of proven recoverable reserves. For the determination of the present 
values of future net revenues for the ceiling test the Company has used reservoir engineering reports as at March 31, 1986 
based on prices in effect at that date. (See Note 4(b) for write down of oil and gas properties due to impairment at March 
31, 1986.) 


Proceeds from disposal of properties are normally deducted from capitalized costs with no recognition of any gain or loss. 


Investments are valued at the lower of cost or market except for a 50% interest in an affiliated company which is accounted 
for on the equity method. 


a EUR 


Ti 
‘the policy of the Company to depreciate the cost of plant and equipment to its estimated residual value over the 
imated useful lives of the assets as follows: 
Buildings — at rates of 5% to 10% per annum mainly on a diminishing balance basis. 
Drilling rigs — at a rate per drilling day designed to prorate original cost less a residual value of 30% over 3,000 
drilling days. 
Drill string — straight-line basis related to drilling activity. 
‘ Oil production equipment — unit of production country-by-country full cost based on estimated proven recoverable 
_ oil and gas reserves. 
- Other equipment — mainly 20% to 30% per annum on a diminishing balance basis. 
Repairs and maintenance and minor expenditures for renewals and betterments are charged directly to earnings. 
_ Major renewals and betterments are capitalized and the replaced units retired. 


_ Except for intangible oil and mineral leases and development expenditures in respect of which the country-by- 

country full cost method is followed, it is the policy of the Company to reduce the property accounts and related 

_ accumulated depreciation of the amounts included therein for property sold and any resultant gain or loss is 
_ included in earnings. 


Mobilization and start-up costs incurred on long-term drilling contracts in foreign countries are deferred and amortized 
ver the terms of the contracts. 


d States corporation, in which Westburne had acquired a minority interest in 1983 at a cost of $2,309,000, purchased a 
ess as a going concern. It was discovered that material facts had been withheld by the vendor of that business and on 
7 6, 1985 a Statement of Claim was filed by the United States corporation seeking rescission of its purchase and 
imbursement of funds invested together with interest and damages. (See Note 4(c) for write down of investment). 


XED ASSETS (See Note 4(a) and (b) below) 


March 31, 1986 March 31, 1985 


Net Net 

Cost Book Value Cost Book Value 
$ 5,904,000 $ 5,904,000 $ 4,510,000 $ 4,510,000 
34,952,000 21,558,000 31,689,000 19,764,000 
95,936,000 28,562,000 94,049,000 57,610,000 
21,927,000 4,348,000 21,819,000 7,700,000 
roduction equipment 32,443,000 18,174,000 27,636,000 15,358,000 
ther equipment 52,588,000 15,449,000 49,522,000 18,707,000 
il and mineral leases and development expenditures 152,549,000 63,932,000 139,252,000 90,679,000 


$396,299,000 $157,927,000 $368,477,000  $214,328,000 


NRITE DOWN OF ASSETS 
the year ended March 31, 1986, the Company has written down the value of assets employed in the contract drilling and oil 
id gas production segments of its business due to the depressed economic conditions of the petroleum industry. 


Contract Drilling - 

The Company has recorded a write down of $36,631,000 (net of $9,030,000 deferred income tax) in the value of its drilling 

assets. The write down relates principally to deep capacity drilling equipment for which limited demand has existed for 

several years and no improvement is expected in demand in the foreseeable future and to a re-evaluation of certain of its 

_ current working fleet of drilling rigs. To reflect the reduction in value of drilling assets, accumulated depreciation was 

increased by $33,925,000, the carrying value of other drilling assets was reduced by $1,806,000 and unrealized foreign 
exchange losses were reduced by $9,930,000. 


) Oil and Gas Properties 


The carrying value of oil and gas properties is calculated by applying the country-by-country full cost method of 
accounting. The Company also employs a ceiling test annually to determine the amount, if any, of capitalized costs of oil 

_and gas properties to be written off. Pursuant to these policies, a write down of $31,533,000 was made at March 31, 1986 to 
provide for the impairment in value under the ceiling test. For accounting purposes, the amount of accumulated 
_ depletion was increased by the aforementioned impairment in value. 


- Investment 


Due to the uncertainty and anticipated long-term nature of the litigation referred to in Note 2 above, the Company has 
_ written down the investment to one dollar. 
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OTHER ASSETS 


Management is of the opinion that fhe amount a $3, 258, 000 attributed | ) 
prior to April 1, 1974 is of continuing value and accordingly does not co 
in accordance with generally accepted accounting practice, the excess 
after that date and allocated to intangibles, is being amortized over 


ASSETS PLEDGED 


SHORT-TERM BORROWINGS 


The Company has formal arrangements with domestic and foreign b inks 
short-term borrowings follow: 


i 


Maximum amount of borrowings at any month end during the year : 
Average amount of short-term borrowings during the j year : 
Average interest rate at end of year 


Approximate average interest rate during the year 


LONG-TERM DEBT 


Senior Notes 
9.90% notes ee in equal onal installments of $3, 847, 000 U.S. on Au 
each year to 1993 (1986 — $30,765,000 U.S.; 1985 — ae 62, - U.S.) 


Bank loans 


Mortgages, secured debentures: condineat alas contac oe 
Maturing from 1986 to 2011 ya interest rates rane from Te 


Total long-term debt 


Less amount due within one year 


The bank loans include: 


(a) A$70,000,000 revolving term facility with interest at n maximum of prime 
for a seven year term. 


The Company’s bankers have indicated that no principal oan on bank Ke 
provision has been ager in the debt maturities table for ee of these bi 


1987 soon | 
1988 — $6,562,000 
1989 — $6,058,000 _ 
1990 — $5,683,000 
1991 — $6,008,000 


The 9.90% Senior Notes and the $70,000,000 revolving long-term indebtedness of subediaey com) im 
restrictions relating to the pledging of assets, the ratio of debt to equity, the level of minimum working apt 
of additional long-term debt. 


g uy minority interest are as follows: _ 


March 31, March 31, 

1986 1985 
es $ 1,177,000 $ 1,207,000 
esa | 602,000 643,000 
ee ee 8,358,000 8,106,000 
an : $10,137,000 $ 9,956,000 


ler the Canada Business Corporations Act to issue an unlimited number of first preferred shares, 
ares and common shares. 


March 31, 1986 March 31, 1985 


Shares Amount Shares Amount 


10,457,218 $90,589,222 10,457,218 $90,589,222 


1986 1985 1984 
$15,598,000 $16,444,000 $14,110,000 
14,849,000 15,029,000 11,945,000 
(7,790,000) (3,669,000) (5,063,000) 
(501,000) 2,737,000 (1) 223,000 


— (1,750,000) (2) — 
$22,156,000 $28,791,000 $21,215,000 


des a write down of $2,233,000 of a long-term receivable and a write down of $1,026,000 on an investment in an affiliated 


nination of an international drilling contract. 


1986 . 1985 1984 
Amount % Amount % Amount % 


$14,341,000 49.0 $ 7,949,000 49.0 $7,063,000 49.0 


900,000 sill 555,000 3.4 300,000 Pa 
and gas income, ie 
(1,953,000) (6.7) (2,170,000) (13.3) (2,447,000) (17.0) 
(2,228,000) (7.6) (2,415,000) (14.9) (2,125,000) (14.7) 


on of excess cost of 
oil and gas properties 1,378,000 4.7__—_—‘1,641,000__10.1 1,686,000 11.7 


$12,438,000 42.5 $ 5,560,000 34.3 $4,477,000 31.1 


rovided for on timing differences in the recognition of revenues and expenses for income tax and 
primarily relating to depreciation and depletion and to losses of subsidiary companies. 


27 


A comparison of accumulated 
reports at the dates indicated 


Actuarial present value of acc 


Vested 
Non-vested 


Net assets available for b snefits : 


ed States Securities and Exchange Commission 


epted in ance and differences exist between those generally 
he United States in the following respects: 


a full cost method oF ee forits oil and gas properties. See Note 1(e) 


itry exceed he onion ce on the Palas of ae reserves. Under United States generally 
“GAAP”) there exists a difference in calculating the limitation on capitalized costs and a 
31, 1985 would have been Us sae At March 31, 1986 a write down of oil and gas 


ated. Buch hale was ae ey ona anane basis. The balance at 
der Canadian GAAP and United States GAAP in the write down of oil and gas 


orovii ae of the Fnatae! Accounting Standards Board (“F.A.S.B.”) Statement No. 

erations where the foreign currency is the functional currency would be translated 
an dollars at the exchange rate on the balance sheet date. The entire resulting 
ong-term monetary items) would be shown as a separate item in the shareholders’ 

ee Note 1(c) of the Notes to the Consolidated Financial Statements. 


AAP would be ee to classify two foreign drilling subsidiaries such that their 


= 
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A. SUMMARY OF DIFFERENCES BETWEEN CANADIAN AND 
UNITED STATES ACCOUNTING PRINCIPLES (AUDITED) (Continued) 


(d) The Company has recognized future tax reductions resulting from loss carry-forwards incurred in years prior to April 1, 
1984 by its United States subsidiaries in the construction equipment and supplies business. Under United States GAAP 
such recognition of future tax reductions is not permitted until the loss carry-forwards are actually realized, unless such 
realization is assured beyond any reasonable doubt at the time the Joss carry-forwards arise. 


The effect on the consolidated balance sheet due to differences between accounting principles generally accepted in Canada 
and those accepted in the United States is summarized as follows: 


March 31, 1986 
Deferred income taxes 


As reported 
under Under 
Canadian United States 
accounting Increase accounting 
principles (decrease) principles 


$ 4,807,000 


$ 10,858,000 


$ 15,665,000 


Unamortized deferred foreign currency translation loss 7,783,000 (7,783,000) — 
Cumulative foreign currency translation adjustment included 

in shareholders’ equity (FASB No. 52)) 5,373,000 — 5,373,000 
Retained earnings 74,915,000 (18,641,000) 56,274,000 


March 31, 1985 


Fixed assets including oil and gas properties $368,477,000 $ (13,589,000)  $354,888,000 


Accumulated depreciation and depletion 154,149,000 (1,248,000) 152,901,000 
Goodwill — 13,589,000 13,589,000 
Deferred income taxes 16,257,000 10,858,000 27,115,000 
Unamortized deferred foreign currency translation loss 16,394,000 (16,394,000) — 
Cumulative foreign currency translation adjustment included 
in shareholders’ equity (FASB No. 52)) 4,149,000 4,814,000 8,963,000 
Retained earnings 131,358,000 (30,818,000) 100,540,000 


The effect on earnings of the above differences between accounting principles generally accepted in Canada and those 
accepted in the United States is summarized as follows: 


Year Ended March 31, ‘ 1986 1985 1984 
Earnings (loss) — Canadian accounting principles $(54,390,000) $ 9,386,000 $ 8,822,000 
Foreign currency translation (FASB No. 52) 5,959,000 (1,952,000) (783,000) 
Country-by-country full cost method 6,218,000 (3,958,000) Ses 

Deferred income tax cai — (4,171,000) 
Earnings (loss) — United States accounting principles $(42,213,000) $ 3,476,000 $ 3,868,000 
Earnings (loss) per common share — United States accounting principles $(4.04) $ 0.33 $ 0.37 


LONG-TERM DEBT RESTRICTIONS (AUDITED) 


Long-term debt instruments of a subsidiary contain covenants which restrict the distribution of funds to Westburne by way 
of dividends, loans, or advances. At March 31, 1986, the total net assets subject to restriction were $18,901,000. 


3D QUARTERLY FINANCIAL INFORMATION (UNAUDITED) 


heey, June 30, + Sept.30, Dec. 31, = Mar. 31, 
of Canadian Dollars except per share data) 5 1985 1985 1985 1986 Full Year 


M ‘Mu oe 1986: 

- $335,607 $372,999 $395,369 $334,581 $1,438,556 
330,509. 363,177 385,337 338,556 1,417,579 
ebahire write down of assets’ BB, DAT 5,845 5,015 1,422 15,529 


ags (loss) after write down of assets 3,247 5,845 5,015 (68,497) (54,390) 
from operations 8,858 41,521 12,346 1,998 34,723 
ings per common share before write down of assets $0.31 $0.56 $0.48 $ 0.13 $ 1.48 


igs (loss) ae common shares after write down assets $0.31 $0.56 $0.48 $(6.55) $(5.20) 


CIE a June 30, Sept. 30, Dec. 31, Mar. 31, 
( pian Dollars except per share data) 1984 1984 1984 1985 Full Year 


ch 31, 1985: 
$303,952 $327,305 $338,711 $318,569 $1,288,537 
300,110 323,289 334,436 317,161 —«+1,274,996 


2,287 4,188 3,102 (791) 9,386 
operations 6,164 8,495 9,668 5,655 29,982 


$$) per common share $0.22 $0.40 $0.35 $(0.07) $0.90 


S PRODUCING ACTIVITIES (UNAUDITED) 


ompany adopted the FASB Statement No. 69 “Disclosures About Oil and Gas Producing Activities”. The 
uired by FASB Statement No. 69 is discussed below and detailed in Tables A through F. 


ity valuation estimates included in the following tables have been based upon reports of McDaniels and 
nts Ltd., Lee Keeling and Associates Inc., and Ryder Scott Company Petroleum Engineers. 


ties of proved developed reserves of crude oil (including natural gas liquids) and natural gas are disclosed net 
ed reserves are estimated quantities of reserves which geological and engineering data demonstrate with 
ity to be recoverable in future years from known reservoirs under existing economic and operating 
d developed reserves are expected to be recovered from existing wells with existing equipment and 
;, Values are computed by applying current prices and costs adjusted only for fixed and determinable 
and for prices established by the Federal/Provincial Energy Pricing and Taxation Agreements. Future 
oerted at a rate of 10%. 


es ae Oil and Cas Net of Related Lifting Costs” represents the approximate effect of changes from one 
xt in the prices and lifting costs; 


iscount” i is computed by applying 10% to the standardized measure of discounted net cash flows before 
of the beginning of the year in recognition of the increase resulting from the impact of the passage of time 
ted cash flow approach to the valuation of the proved reserves; 


ome Taxes” has been calculated using the income tax rates as calculated after making provision for the 
und gas properties, non-deductible crown royalties and taxes, resource allowance and provincial tax 


iphasizes the estimates included in the following tables are by their nature inexact and are subject to 
mic, operating and contractual conditions. Some of the amounts may not agree with amounts reported under 
s presented elsewhere in this report due to categorization of costs by FASB Statement No. 69. United States 
2s have been converted to Canadian dollar equivalents at rates in effect during the respective reporting periods. 
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Proved developed and unc 
Balance March 31, 1983 ~ 


Revision of previous estimate 
Extensions, discoveries and oth 
Production : 


Balance March 31, 1984 


Revision of previous estimates — 

Purchase of reserves 

Extensions, discoveries and other additions 
Production 


Balance March 31, 1985 


Revision of previous ‘estimates _ 
Extensions, discoveries and other ad 
Sale of reserves 
Production 


Balance March 31, 1986 


Proved developed reserves: 
Balance March 31, 1983 
Balance March 31, 1984 
Balance March 31, 1985 
Balance March 31, 1986 


(1) Includes natural gas liquids (March 31 


Table B — Capitalized costs 
(Thousands of Canadi n Dolla 
March 31, 1986 


Proved properties. 
Unproved properties 


Accumulated deprecia oné 


March 31, 1985 


Proved properties 
Unproved properties _ 


(2) Includes: write fone 


Pee bie 6 Aer 


Total 

$ — $2411 

138 3,337 

oe 12,692 

$ 138 $ 18,140 

Gy Bis 544 ee $ 2,098 

Weer es 2,513 et 2,606 
ROMO S O72 C225 6,790 
OS OO aera oe 11,012 
Pie te 2ek 8? 0.050: i225 $ 22,506 
Soa, Oke $ — $ 1,284 

607 461 3,292 

Pe AB ee 4,236 

$ 8,812 
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(Thousands of Canadian 


Year Ended: 
March 31, 1986 
Oil and gas sales 


Production (lifting) costs. : 
Depreciation and depletion 


Earnings before income taxes, a vo 
Income tax expense 


Earnings from producing mae before 
write down of capitalized costs _ 
Write down of capitalized costs _ 


Loss from producing activities 


Depreciation and depletion per barrel 


March 31, 1985 
Oil and gas sales 


Production (lifting) costs 
Depreciation and depletion 


Earnings before income taxes 
Income tax expense 


Earnings from producing activities 
Depreciation and depletion per barrel _ 
March 31, 1984 
Oil and gas sales 


Production (lifting) costs 
Depreciation and depletion 


Earnings (loss) before income taxes” 
Income tax expense vee 


ws relating to proved oil and gas reserves 


£8212, 735 
103,446 
7,491 


1) 101,798 : 
18,648 


83,150 
37,487 


 $ 45,663 


$271,773 
86,882 


8,125 


~ 176,766 
53,128 


123,638 
62,607 


oS 61,031 


1 8939097), 
102,739 
Pe T2624 


123,864 
43,792 


Dt 80,072 
39,610 


— $ 40,462 


rt 


United 
States 


$ 37,776 


11,470 
134 


26,172 


26,172 
10,021 


$ 16,151 


$ 43,446 


T2733 
302 


31,011 


31,011 
12,261 


$ 18,750 


$ 37,630 


9,067 
39 


28,524 


28,524 
10,602 


$ 17,922 


Total 


$250,511 


114,916 
7,625 


127,970 
18,648 


109,322 
47,508 


$61,814 


$315,219 


99,015 
8,427 


207,777 
53,128 


154,649 
74,868 


$ 79,781 


$276,857 


111,806 
12,663 


152,388 
43,792 


108,596 
50,212 


$ 58,384 
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Table F — Change 


(Thousands of Canad 
Year Ended: 
March 31, 


Revision of quantity est 
Change in prices of oil 


Accretion of discount 


New field discoveries and exter 
production and developmer 


Development costs incurred 
reduced future developme 
Purchases of reserves | 
Sales of reserves : 
Production, net of lifting cos 
Changes in production rates an 
Standardized measure befo 


Provision for income taxes 


1984 
a s 152,120 
3,868 
3,868 
0.37 
0.37 
637,383 


132,489 


les and regul 


1983 1982 


$1,077,661 $1,292,881 


(11,767) 4,382 
(11,767) 4,382 
(1.12) 0.42 
(1.12) 0.42 
610,447 678,361 
135,315 72,658 


ations of the United States Securities & Exchange Commission. 
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Westburne Internation 
and subsidiary companies 


(Thousands of Canadian Do! 
Year ended March 31 


Operating 
Operating revenues ° 


Construction equipment a1 
Petroleum industry services and si 
Oil and gas production 


Net earnings (loss) spplicable: to common shares 
Before write down of assets _ 


After write down of assets 


Per common share outstanding (2) (6) 
Basic earnings (loss) 
Before write down of assets 


After write down of assets 
Cash flow from operations 


Dividends 
Per common share (3) 


Financial 
Receivables 


Inventories 

Working capital 

Capital expenditures (4) 

Fixed assets, net of SU easel and depletio 
Total assets 

Long-term debt 


Redeemable preferred shares _ 


Common shareholders’ equ 
Equity per common share (5) (6) 
Number of common shares outstand 


(1) Results of certain prior years 

(2) Based on weighted number of 

(3) Includes $0,625 special dividen 

(4) Includes acquisition of Peyto Oils Lt 

(5) Based on common shares outstanding 

(6) After giving retroactive effect to the 2 for 


RESIS 
62,801 5 


Be 


bee 


6,689 


615,947 


A 


3.14 
3.14 
41,965 


$1.00 


© 8 190.178 


111,523 


82,461. 
21,196 
104,068 


393/306 


86,498 


: ie 95,094 
12.23" 


be 93 935 
f 3935. 


— $ 341,222 
135,345 

6,099 
482,666 


15,943 
15,943 


2.18 
2.18 
29,059 


$ 84,954 
67,302 
35,151 


98,070 
290,972 
50,793 
1,215 
77,945 
£210.53 
~ 7,402,808 


1978 


Sa 563. 


1977 


$ 311,436 
105,698 
5,361 
429,495 


8,870 
8,870 


$ 74,437 
62,496 
31,296 
13,953 
99,117 

273,284 
62,271 
1729 
60,986 
8.42 
7,242,608 
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Price Range of Common Shares 
Two fiscal years ended March 31, 1986 


1984 
2nd Quarter 


3rd Quarter 

4th Quarter 
1985 

1st Quarter 

2nd Quarter 

3rd Quarter 

4th Quarter 


1986 
1st Quarter 


Toronto Stock 


Exchange 
High Low 
(Canadian Dollars) 

17 14% 
16 12 

14% 10% 
14% 11% 
15% 14% 
16% 12% 
18% 14% 
17% 16% 


American Stock 


Exchange 
High Low 
(U.S. Dollars) 
13% 11% 

12% 9 

10% 84 
10% 8% 
11% 10% 
11% Le: 
13% 11% 
12% 10% 
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